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The large private financial institutions appear to be playing only a small role in meeting the credit
needs of the private sector, even though the commercial-banking sector remains very profitable.
An annual study by the central bank, the Banco de Mexico, showed that almost 70% of businesses
obtained loans from sources other than banks in 2002. This followed the pattern of the previous
year, when 67% of respondents shunned the commercial-banking sector and sought loans from
nontraditional sources.
Survey respondents said a combination of factors played a role in their decision not to use
commercial banks last year, but the major reasons were the banks' restrictive lending policies, high
interest rates, and the continuing sluggish economy in Mexico and overseas. "Economic uncertainty
last year was at its highest levels since we first began this survey," said the Banco de Mexico. "This
was among the reasons why bank credit was not being utilized."
Still, the Banco de Mexico said the total amount of money that commercial banks have loaned to
businesses has risen gradually since September 1998. At the end of 2002, commercial banks had
loaned about 551.4 billion pesos (US$50.54 billion), an increase of 2.1% relative to 2001.

Lenders offer flexibility, incentives
Even with these small increases in credit availability, many companies continued to seek out
nontraditional lenders, such as financial-factoring companies and even suppliers of materials
for loans. These nontraditional lenders, in addition to offering greater repayment flexibility,
provided some incentives that most banks failed to provide. "For example, we have been offering
an unemployment- insurance policy for eight years, and only recently have some banks begun
to provide this service," said Modesto Gutierrez, president of the Asociacion Mexicana de
Administradores y Promotores de Sistemas de Autofinanciamiento (AMAPSA).
Financial-factoring operations offer small and medium- sized businesses quick and easy access
to credit at competitive costs. Some nontraditional lenders are already planning to expand their
activities in coming years. For example, General Electric's financial subsidiary GE Capital Bank
is planning to increase the amount of money available for loans to US$1.4 billion over a two-year
period, said GE Capital Bank director Ricardo Phillips Greene.
Small businesses and individuals, meanwhile, are seeing the demise of another option for loans:
credit unions. Recent statistics published by the Comision Nacional Bancaria y de Valores (CNBV)
show that the number of credit unions has fallen significantly since the banking crisis that followed
the 1994 peso devaluation.
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The CNBV said 135 credit unions are offering full service, and another 75 are providing partial
service. This compares with 402 such institutions before the devaluation. Many credit unions that
have ceased operations had their permits revoked by the CNBV. Banks prefer corporate clients
Another reason why large private institutions provided such a small percentage of overall loans was
their decision to focus on large corporate clients, which represent less risk than small and mediumsized companies, allowing banks to retain their profitability. In a report published in late January,
the CNBV said Mexico's commercial-banking sector's net profits totaled 15.87 billion pesos (US$1.46
billion) in January-September 2002, an increase of more than 70% compared with 9.163 billion pesos
(US$840 million) during the same nine-month period in 2001.
The growth in profitability was tied in part to increased commissions and higher profitability for
subsidiaries. The government's financial consumer-protection service, the Comision Nacional para
la Proteccion y Defensa de los Usuarios de Servicios Financieros (CONDUSEF), said two of every
three respondents to a recent telephone survey on the banking sector indicated that the higher
commissions do not improve service.
Many survey respondents also complained that banks are not doing enough to protect clients
against fraud. "They should not see that as an expenditure, since those resources will be recovered
when clients regain confidence in the system and begin to use its services," said CONDUSEF vice
president Fernando Villarreal y Puga.
Some analysts said the commercial-banking sector also went through a consolidation in 2001, which
resulted in increased expenditures that year. Mexican banks did not go through as many mergers
or restructuring operations in 2002 as they did the year before, said Ursula Wilhelm, an analyst for
Standard & Poor's financial rating company.
Some private-sector organizations like the Centro de Estudios Economicos del Sector Privado
(CEESP) said banks have also been reluctant to provide loans because of a lack of a reforms to the
financial system. The CEESP said banks face difficulties in recovering delinquent loans and credit
guarantees, which results in tight lending policies. "An additional factor is that the public sector,
through increased internal debt, absorbs a large share of the financial resources that otherwise
would be used for bank loans," said the CEESP.
The government's domestic debt grew by 103 billion pesos (US$9.44 billion) last year. "This is
a significant amount that was not channeled to productive activities," said the CEESP. Banking
executives have mixed views on how to react to the current credit situation. "This is a time for
prudence," said Anatol Von Hahn, director of ScotiabankInverlat. "Institutions cannot be expected
to take risks during periods of instability."
Other executives say that banks will have to provide better alternatives to potential clients. "The
lack of sufficiently attractive banking products is inhibiting growth," said Jose Antonio Ordas, an
executive at Banco Santander-Serfin.
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Consolidation, foreign ownership affect bank services
Some smaller banks have complained that the change in ownership of many of Mexico's commercial
banks to partial or full foreign ownership has provided few benefits to the banking public. "The
cost to users for some services has increased ever since the banks were merged with foreign
institutions," said Javier Foncerrado Izquierdo, an executive with Grupo Financiero Inbursa. "It is
clear that many clients are paying more for services than they did five years ago."
The mergers have been extremely beneficial for some foreign-based banks. For example, the merger
with Grupo Financiero Banamex in 2001 generated US$1.197 billion in profits for Citigroup, said
the daily newspaper La Cronica de Hoy. In contrast, Citigroup reported losses among most of its
subsidiaries in other countries and regions (see SourceMex, 2001-05-23 and 2001-08-08).
Foreign interests, which control more than 90% of the Mexican banking sector, are expanding
their presence in Mexico. For example, Canada's Scotiabank has offered to increase its share in its
Mexican joint venture Scotiabank Inverlat by about 36%. This share is currently in the hands of
the government's savings-protection institute (Instituto de Proteccion al Ahorro Bancario, IPAB).
Scotiabank originally purchased a majority share of Inverlat in 1996 (see SourceMex, 1996-02-21).
In a more recent transaction, British-based Hong Kong Shanghai Bank (HSBC Holding PLC) gained
full control of Grupo Financiero Bital in August 2002 (see SourceMex, 2002-09-11). "These banks
are not just looking at the short term, they're investing for the long term," said Jonathan Heath, an
economist with LatinSource in Mexico City. "It's part of a worldwide trend of bank consolidation."
There are also recent cases where one foreign financial institution has bought shares in a Mexican
bank from another foreign interest. In early March, US-based Bank of America completed the
purchase of a 24.9% share of Grupo Financiero Santander Serfin for US$1.6 billion. Spain's Banco
Santander Central Hispano sold the 24.9% share in its Mexican affiliate to Bank of America to raise
capital to cover huge losses in Argentina. Banco Santander Central Hispano continues to hold a
75.1% stake in the Mexican bank.
In another recent transaction, Laredo National Bancshares (LNB), a US-based banked partially
owned by a Mexican businessman, acquired a 3% share in Grupo Financiero Banorte. Monterreybased Banorte is the only remaining large bank owned by Mexican interests. LNB majority owner
Carlos Hank Rhon paid 382.5 million pesos (US$35 million) for the small share in Banorte. Banorte
officials denied that Rhon or LNB had any intentions of gaining greater control over the Monterreybased bank. "This was simply a purchase of shares over the open market and no other is expected,"
said Banorte president Othon Ruiz. [Note: Peso-dollar conversions in this article are based on the
Interbank rate in effect on March 12, reported at 10.91 pesos per US$1.00] (Sources: The Dallas
Morning News, The New York Times, 12/12/02; El Financiero, 12/12/02, 01/16/03; Milenio Diario,
01/23/03, 02/10/03, 02/25/03, 03/03/03; Associated Press, 12/11/02, 03/05/03; La Jornada, 12/12/02,
02/11/03, 03/05/03; La Cronica de Hoy, 01/24/03, 01/28/03, 02/11/03, 03/03/03, 03/05/03, 03/06/03; El
Universal, 12/12/02, 01/20/03, 01/24/03, 01/27/03, 01/28/03, 01/29/03, 02/11/03, 02/17/03, 02/21/03,
03/03/03, 03/06/03, 03/12/03; Reforma, 12/12/02, 01/28/03, 02/26/03, 03/12/03)
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